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ADMINISTRATIVE SUPERVISION OF RAILWAYS 
UNDER THE TWENTIETH SECTION OF THE 
ACT TO REGULATE COMMERCE. 1 

SUMMARY. 

The twentieth section in the Act of 1887 was ineffective, 364-365. — 
Three provisions in the amended section: monthly reports, uniform ac- 
counts, special examiners, 365-367. — Operating and capital accounts, 
and their new supervision, 368. — The four principles underlying the 
Commission's accounting scheme, 370. — Discount on securities not to 
be carried as an asset, 370. — Depreciation and betterments accounts 
regulated, 371. — Surplus to be accurately stated, 372. — Industrial im- 
portance of the scheme: greater stability in railway securities, 372- 
376. — Clarifies relation of rates to cost, 376-377. — Wider influence of 
confidence in railway accounts, 377-379. — Conclusion; administrative 
supervision, rather than procedure in the courts, initiated by this 
regulation of accounts, 379-383. 

The twentieth section of the Act to regulate Com- 
merce was regarded as an important feature of the original 
law passed in 1887, but its significance has been greatly 
increased by the amendments contained in the Act of June 
29, 1900. For students of transportation, and especially 
for students who regard the problem of transportation 
as primarily a problem in political and industrial organi- 
zation, the chief interest in a consideration of this section 
of the act arises from the fact that in the twentieth sec- 
tion is found a definite, altho an incomplete, expression 
of the principle of supervisory administration. 

For an intelligent understanding of this point of view 
it will be necessary to describe somewhat in detail the 
task undertaken by the Interstate Commerce Commission, 
acting upon the authority conferred by the twentieth 
section of the Act to regulate Commerce, as amended. 

1 Prepared from notes of an address before the Seminary of Economics at Har- 
vard University. 
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This section under the old law provided that an annual 
report, covering specifically defined items, should be 
filed by the carriers. It also stated that the Commission 
might, within its discretion, prescribe a uniform system 
of accounts for all carriers subject to its jurisdiction. 
No provision was made, however, for the enforcement 
of such orders as the Commission might make relative 
to reports or to accounts, except by the tedious process 
of a case in equity. From 1887 to the present time the 
twentieth section of the Act to regulate Commerce has 
been administered practically without appeal to the 
courts. Barring cases to insure the prompt filing of 
reports, there have been but two cases involving the 
authority of the Commission under this section of the 
law since its organization, one of which was abandoned 
because it was felt that the result was very uncertain, 
and the other, carried to the Supreme Court, was decided 
against the Commission on the ground that the law made 
no formal provision for mandamus process. This defect was 
remedied by the amendment of 1906, which, taken in con- 
nection with the penalty features of the law, gives vitality 
to a section which, from the point of view of effective 
administration, had been little more than an expression of 
legislative opinion favorable to general publicity. 

There are three provisions in this section as amended 
which call for special mention for the reason that they 
indicate the character and extent of the work the Inter- 
state Commerce Commission has undertaken upon the 
basis of the authority conferred. 

In the first place monthly and special reports, as well 
as annual reports, may now be demanded of the carriers. 

In the second place the law provides for a uniform 
system of accounts for all transportation agencies subject 
to the jurisdiction of the Commission. The transporta- 
tion agencies here referred to are steam carriers by rail, 



366 QUARTERLY JOURNAL OF ECONOMICS 

electric carriers by rail, express companies, sleeping car 
companies, water carriers so far as they are subject 
to the jurisdiction of the Commission, and pipe-lines. 
The purpose of Congress in passing this law, and of the 
Commission in making provision for its administration, 
is to provide a uniform system of operating and financial 
accounts for all of the agencies of transportation, so far 
as this may be accomplished without doing violence to 
the physical or contractual conditions under which the 
several classes of business referred to are carried on. It 
is important that the comprehensive character of the 
uniform system of accounting, which it is the purpose of 
the Commission to promulgate, should be recognized. 
There are, of course, many questions of jurisdiction in- 
volved in "the promulgation of such a general system of 
accounts, but the embarrassments likely to arise on this 
account have in large measure been relieved, so far as 
administration is concerned, by the expression on the part 
of State authorities of their willingness, indeed their 
eagerness, to accept the rulings of the Commission in all 
matters pertaining to corporation accounting. 

The third provision of the twentieth section which 
should be recognized in order to understand its purpose 
and its character is, that the Commission is authorized 
to "employ special agents or examiners, who shall 
have authority ... to inspect and examine any and all 
accounts, records, and memoranda kept" by carriers 
subject to the jurisdiction of the act. The influence of 
an efficient board of special examiners upon the manner 
in which railway operations are carried on is essentially 
different from that of an examination made when books 
and records are brought before the Commission in the 
trial of a cause. The former tends to prevent the rise 
of those mischiefs which are likely to show themselves in 
view of the peculiar temptations to which executive 
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and traffic officials are exposed; the latter, while doubt- 
less acting in some measure as a deterrent, does not hold 
in view as its chief aim the establishment of conditions 
in which the peculiar temptations incident to railway 
management shall no longer exist. By this contrast is 
made clear the chief significance of that portion of the 
act which authorizes the Commission to establish a uni- 
form system of accounts and to appoint a board of spe- 
cial examiners in order to insure conformance on the part 
of the carriers with the prescribed rules of accounting. 

It is evident, from the above cursory description, that 
the efficiency of the twentieth section of the Act to regu- 
late Commerce is no longer confined to the general, tho 
somewhat indefinite, influence of publicity. It is of course 
true that the influence exerted by publicity through the 
annual, the monthly, and the special reports issued by 
the Division of Statistics and Accounts of the Commission, 
as well as by the fact that the annual reports of carriers 
are, by law, made "public records," will be greatly 
strengthened by the promulgation of a standard system 
of accounting. But the real significance of the amend- 
ment of 1906 is much more comprehensive. In any case 
the efficiency of that section, indeed the test of the work 
of the Commission under that section, centers in the 
character of the accounts prescribed, and in the correct- 
ness of the principles on which such accounts are based. 
I may therefore be pardoned for dwelling at some length 
upon the character of these accounts, and I trust it will 
not be regarded as a reflection upon your familiarity with 
the science of accounting if I refrain, as far as possible, 
from making use of technical language. 

Railway accounts, roughly speaking, are divided into 
two general classes, — operating accounts and capital 
accounts. The former have to do with the moneys re- 
ceived for services rendered and the costs of rendering 
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those services; the latter have to do with receipts from 
investments, payments upon capital, and all other debit 
and credit entries which pertain to the corporation as a 
business or financial entity. Railway accounting covers 
also a large number of analytical statements, inventories, 
lists of physical and corporate assets and liabilities, and 
secondary or supporting accounts, a consideration of 
which, however, must be excluded from this cursory 
review. 

As there are two general groups of accounts, so there 
are two figures, the correct determination of which may 
be accepted as the test of a sound system of accounting, 
or of the accuracy with which accounting rules are applied: 
namely, the net revenue from operation with which the 
operating accounts are closed, and the accumulated sur- 
plus, the determination of which is the purpose of the 
comparison between corporation assets and corporation 
liabilities as shown upon the balance sheet. If these 
two figures are guaranteed, and if at the same time the 
details of the two accounts are so drawn as to meet the 
requirements of operating officers in their effort to obtain 
efficiency and economy, the fundamental aims of account- 
ing rules may be said to have been attained. 

The work of formulating a uniform system of accounts 
for all of the transportation agencies was begun with the 
operating accounts of steam railways. These operating 
accounts cover six classifications, and it should be held 
in mind that the rules of accounting which, under the law, 
become binding upon the carriers are expressed in the 
text explanatory of the primary accounts for which these 
classifications provide. 

The six classifications referred to are as follows : 

Classification of Operating Expenses. 

Classification of Operating Revenues. 

Classification of Road and Equipment Expenditures. 
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Classification of Locomotive-miles, Train-miles, and 
Car-miles. 

Classification of Outside Operations. 

Classification of Additions and Betterments. 

Of the above classifications, the first four — that is to 
say, Operating Expenses, Operating Revenues, Road and 
Equipment Expenditures, and Locomotive, Car, and 
Train Miles — were issued under orders of the Commission 
dated June 3, 1907: the others were issued as circulars 
of instruction, and, in the main, have been followed by 
the carriers. These are now in process of revision, and will 
shortly be issued under formal order to take effect July 
1, 1908. 

In addition to these operating accounts, a tentative 
form for an income statement has also been issued, as 
well as for that of a balance sheet. It has been the policy 
of the Commission to draw out first a scheme of account- 
ing for steam carriers, and then to modify these accounts 
so far as may be necessary to meet the requirements of 
other transportation agencies. It is thus evident that 
the fundamental principles of accounting will be found 
in the accounts prescribed for steam carriers. 

A complete presentation of the subject would require 
at this point mention of the joint facilities accounts, of 
the grouping of primary accounts, of minor adjustments 
designed to make these accounts respond to the require- 
ments of executive officials, and many other similar matters 
technical in character, but these may be passed over as 
relatively less important than the consideration of the 
more fundamental principles. The accounting scheme 
approved thus far by the Commission may be said to 
rest upon four fundamental principles. 1 These are: — 

J Use was made at this point m the address of a letter addressed to the chairman 
of the Committee on Finance of the United States Senate relative to the use of rail- 
way bonds as securities from National Banks See Senate Document 212, 60th 
Congress, 1st Session 
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1. That discount on securities is not an item properly 
included in the cost of property. 

2. That depreciation is an element of operating cost, 
and should be included in operating expenses. 

3. That betterments and additions are not elements 
of operating cost, and should be charged to income or 
to capital. 

4. That the total of assets and the total of liabilities 
should be shown upon the balance sheet, and that "profit 
and loss" should be so analyzed as to show the different 
kinds of liabilities covered by the accumulated sur- 
plus. 

The first of the principles above named pertains to 
the future rather than to the present, for up to the present 
time carriers have been accustomed to charge discount 
on securities sold to cost of property, carrying such dis- 
count as a permanent asset. It is important, as bearing 
upon the influence likely to be exerted by this system of 
accounts, to know that the construction accounts pro- 
mulgated by the Interstate Commerce Commission and 
adopted by most of the States, propose to open the balance 
sheet account with a cash statement of what it costs to 
create the property at one hundred cents on the dollar. 
A moment's consideration will show that this is a sound 
principle of accounting. The balance sheet statement 
of cost should be the book record of actual investment. 
The amount of securities issued to obtain the money spent 
in construction has nothing to do with the statement 
of such cost, for it is the money spent that measures cost 
and not bonds or stocks issued. A correct statement of 
investments is the beginning of correct accounting, if for 
no other reason than that it is the basis from which to 
measure depreciation charges on the one hand and charges 
for additions and betterments on the other. 
Another fact, also, is worthy of mention in this connec- 
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tion. The rules governing the construction accounts have 
been drawn with a view of the possibility that Congress 
may at some future time deem it wise to require an inven- 
tory valuation of railway property and to authorize some 
form of supervisory control over capitalization. The 
analysis which underlies these accounts, as indicated by 
the principle that discount should be excluded from costs, 
is an analysis which easily lends itself to this general 
purpose. The propriety of a law calling for some form 
of supervisory jurisdiction over the capitalization of 
property used in transportation is not under discussion, 
but, should Congress deem such a measure proper, the 
accounts thus far prescribed are believed to be adjusted 
to the requirements of such supervisory jurisdiction. 

The second and the third of the above principles may 
be considered together, for the "depreciation accounts" 
and the "additions and betterments accounts" are each 
complementary to the other. The purpose of deprecia- 
tion accounts is to guard against the overstatement of 
net revenue by failure to include all the costs of operation 
in operating expenses, while the purpose of additions and 
betterments accounts is to guard against the understate- 
ment of net revenue by including in operating expenses, 
as a cost of operation, what in fact is an improvement to 
the property. Heretofore no uniform rule has controlled 
these charges. The executive officer, perhaps to make 
a showing, perhaps to influence the market (the purpose 
is not important), has believed it to be a prerogative of 
management to vary these charges from time to time, ac- 
cording to some special purpose or fancied exigency. It 
is the purpose of the system of accounts promulgated 
by the Interstate Commerce Commission to deprive the 
executive officer of the liberty of deciding arbitrarily when 
a liability shall be taken into the accounts. There can be 
no doubt as to the soundness of the rule that a formal 
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provision for depreciation is required by a sound system 
of accounts. It has been well stated by an English writer 
that 

no profit can exist until expired outlay on productive plant 
has been provided out of gross revenue. One of the most vital 
matters connected with productive industries and trading con- 
cerns is the regular assessment with substantial accuracy of the 
annual net profit or loss which has resulted from the operations 
of each year; and unless a near approximation to the outlay on 
productive plant which has expired within each year is made and 
fully provided for out of gross revenue, no correct statement of 
profit or loss can be obtained. 1 

The reverse of this comment is equally true from the 
point of view of betterments and additions, for a correct 
statement of cost of transportation requires not only 
that current revenue should bear a sufficient charge to 
cover all the wear sustained by the capital assets used 
in operation, but that such revenue should not be called 
upon to bear a charge the purpose of which is to increase 
such assets. A system of accounts is composed very 
largely of a series of definitions, and the rules for deprecia- 
tion, as also for additions and betterments, take their 
proper place in such a system, when it is recognized that 
such rules are essential parts of the definition of operating 
expenses. 

The fourth principle submitted above refers to the 
balance sheet, mention of which leads to a range of techni- 
cal questions too large to be considered at this time. A 
properly constructed balance sheet should reflect the 
results of operation and of financial transactions from 
the birth of the corporation to which it pertains. The 
significant figure with which it closes is the surplus accumu- 

'P. D. Leake, F.C.A., F.I.D., in paper read before the Institute of Directors, 
on " The Question of Depreciation and the Measurement of Expired Outlay on 
Productive Plant." 
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lated during the life of the corporation, — that is to say, 
the profit and loss; and it is essential that this surplus 
should be so analyzed as to represent in fact what it 
assumes to represent. Here, if anywhere, is an oppor- 
tunity for the strict application of sound rules. The 
balance sheets published at the present time are of slight 
value, except for those who are acquainted with the 
details of the supporting accounts upon which they rest. 
If, however, the supporting accounts are kept in a uni- 
form manner by the carriers, and if, as the result of ade- 
quate supervision, the accumulation of these accounts 
into the balance sheet may be relied upon as correct, the 
balance sheet will prove to be in fact what it is in theory, — 
the key to the financial and operating management of a 
carrier. 

Having described the work undertaken upon the 
authority of the twentieth section of the Act to regulate 
Commerce, the query naturally arises as to its industrial 
and political significance. To make this entirely clear 
would require a more detailed analysis of the accounts 
than has been possible in this cursory survey, and I shall 
therefore content myself with a few generalizations in 
response to what I know, from a somewhat extended 
experience, will be specially acceptable to university 
students. These generalizations may be regarded as 
superficial or they may be regarded as profound; but, 
in any case, they will, I trust, make yet clearer the far- 
reaching results of this new form of activity upon which 
the Interstate Commerce Commission has entered. What 
follows covers four points. 

First. The promulgation of a uniform system of accounts 
for all transportation agencies, and the organization of 
a board of expert examiners one of whose chief duties it 
will be to see that the carriers comply with the rules of 
accounting laid down, will tend to the creation and per- 
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petuation of a stable market for railway securities. The 
investor at present has no assurance that his capital 
placed at the disposal of corporate management will be 
maintained. If he receives a dividend, he does not know 
whether the money thus returned is money earned or 
a return under the name of a dividend of a portion of his 
original investment, nor, on the other hand, is he sure that 
the accumulated surplus stated on the balance sheet 
represents all of the earnings of his capital. Unfortu- 
nately, the investor (and I speak of the investor in railway 
securities and not the speculator) relies almost exclu- 
sively for valuing securities which represent his investment 
upon the statement of net revenue from operation or 
upon the dividends which are anticipated or paid. The 
monthly and annual statements of net revenue become, 
therefore, a means in the hands of the management for 
affecting the price of securities, and so long as the executive 
feels himself at liberty to instruct the accounting officer 
to vary charges to operating expenses from month to 
month or from year to year, he is exposed to the tempta- 
tion of making an improper use of such liberty, — a temp- 
tation to which a sufficient number of executive officers 
will succumb to spread suspicion over the entire situation. 
The first step, therefore, toward the creation of general 
confidence in railway securities is a strict and compre- 
hensive definition of operating expenses and the promul- 
gation by competent authority of the rule that all state- 
ments of net revenue from operation shall reflect the facts 
of operation, and not be influenced by the desire of the 
management to make a good or a bad showing. The 
form of depreciation charges required by the approved 
definition of operating expenses is, perhaps, the most 
significant illustration of the many provisions to be found 
in the scheme of accounts promulgated by the Interstate 
Commerce Commission which are designed to create 
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and to perpetuate confidence in the operation of railway 
properties. 

Equally important, however, is the rule that expendi- 
tures for additions and betterments should be excluded 
from operating expenses. The policy of improving the 
property out of revenue is not called in question by the 
new rules of accounts ; but, in case property is improved, 
the accounts insist that the increase of the capital assets 
of the corporation resulting from such a policy should be 
set up in the accounts and carried as a liability. This 
is essential for a correct balance sheet statement. The 
railway balance sheet commonly in use is not a complete 
record of all the facts pertaining to such a statement. 
In some cases profit and loss is understated, which means 
that the books of the corporation carry a secret reserve; 
in other cases profit and loss is overstated, which means 
that the books of the corporation carry a secret loss. 
The Chicago and Alton episode was in fact, tho not tech- 
nically, a capitalization of such a secret reserve by stock- 
holders who apparently had purchased the stock of this 
company for no other purpose than the gain resulting 
from such capitalization. This case is typical of one of 
the motives which is responsible for a large number of 
consolidations in recent years, — a motive which, it is be- 
lieved, will be somewhat restricted in its field of operation 
if the balance sheet can be so drawn as to show upon its 
face every essential feature resulting from the operating 
or financial transactions to which it pertains. 

The significance of wide-spread confidence in railway 
securities cannot be overestimated. Such a condition 
of the public mind means that the field of investment will 
be broadened while the margin of speculation will be 
narrowed. It means that agitators will be deprived of 
much of their oratory, and that promoters of projects 
industrially sound will find adequate capital for the 
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provision of all needed facilities. And, most important 
of all, a general condition of confidence in railway securi- 
ties will tend to check those violent movements of the in- 
dustrial pendulum between periods of unreasonable activ- 
ity and periods of equally unreasonable depression to 
which business of modern times is exposed. 

Second. It is scarcely possible to consider any phase 
of the transportation question without coming sooner 
or later to the question of railway rates. The most 
fundamental, or at least the most persistent, considera- 
tion in the discussion of railway rates in the United 
States is the consideration of cost of service. There are 
many who believe that the rule of cost fails to include all 
the considerations pertaining to the problem of railway 
rates; there are others who, while accepting the rule as 
sound in principle, deny its practicability for the reason 
that it is not possible to arrive at the specific cost for a 
specific service; there are others who hold the rule to be a 
sound rule from the point of view of practice as well as 
that of theory; and, finally, there is still a fourth class of 
thinkers who believe that railway rates must in any case 
be treated in a more or less arbitrary manner, and who are 
content to confine arbitrary adjudication to as narrow a 
margin as possible. It is an interesting observation, and 
one which brings into clear light the significance of a 
uniform system of accounts prescribed by adequate 
authority, that all parties to this much-discussed question 
of railway rates look with confident expectation for the 
vindication of their ideas to the work which the Interstate 
Commerce Commission has undertaken under the authority 
conferred by the twentieth section of the Act to regulate 
Commerce, as amended. A uniform system of accounts, if 
applied to a proper classification of carriers and reduced 
to trustworthy statistical statements, will warrant the use 
of comparison, which, after all is said and done, is the 
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consideration upon which rate-making Commissions now 
place the greatest reliance. It will enable the application 
of cost accounting wherever cost can be analyzed, while 
at the same time it will make evident those elements of 
expense which must be arbitrarily assigned. What is 
of more importance, it will establish rules for the analysis 
of revenues and expenses prior to the trial of specific cases, 
and thus make it impossible for attorneys to call upon 
accounting officers to produce statements in support of 
passing contentions. 

I confess I have little confidence in the cost theory of 
rates. It does not lie within the ability of any system 
of accounts to determine the specific cost of any specific 
service of transportation, and were I permitted to indulge 
in a forecast of the final influence of a standard system 
of railway accounting, it would be that this attempt to 
furnish reliable data for the application of the cost theory 
will indicate so clearly the practical limitation of that 
theory as to force the recognition of a broader and more 
satisfactory line of consideration. This does not mean 
that a correct statement of the facts of revenues and ex- 
penses is not necessary for the determination of rate ques- 
tions, but that the cost theory, at least as now applied, 
will not be accepted as an all-sufficient basis of argument. 

Third. A third class of tendencies bound up in the 
successful administration of the twentieth section of the 
Act to regulate Commerce is suggested by two events 
of recent occurrence, — events which, while important in 
themselves, are referred to in this connection because 
they illustrate that the influence of a supervised system 
of railway accounts extends far beyond the limits of the 
business of transportation, and affects, or may affect, the 
industrial structure of the country as a whole. Both 
of these events depend for their significance upon the fact 
that governmental supervision over railway accounts will 
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lead the public to place confidence in published state- 
ments relative to railway operations as well as in the 
books and accounts which the carriers keep. 

The first of these recent events is the fact that the 
Aldrich Bill to provide for an emergency currency, as orig- 
inally submitted to the Senate, included certain railway 
bonds as the basis for note issues by the national banks. 
This is no place to discuss the merits or demerits of that 
bill. The incident is mentioned in this connection be- 
cause it presents a specific illustration of the use to which 
such securities might be put, if issued under conditions 
which insure for them a permanent value. The exclusion 
of railway bonds from the Aldrich Bill before it passed 
the Senate was due to the argument that securities of 
this class are speculative in character, — an argument which 
could have no force under a system of adequate govern- 
mental supervision. Quite apart, however, from this 
specific use of railway bonds, it is evident, when one 
considers the extensive use made of credit in the modern 
business world, how far-reaching must be the result of 
supervisory administration if such administration can 
give certainty and stability to billions of securities which 
now appear to Congress as too volatile and speculative 
to be used as collateral for banking liabilities. 

The second illustration pertains to labor conditions. 
Assume general confidence in the statements of railways 
relative to operating and financial conditions to have been 
established, and that railway employees, as well as the 
public at large, have come to believe that such statements 
represent the truth; assume also that the accounts of the 
carriers are kept in such a manner as to enable the repre- 
sentatives of labor easily to test the accuracy of published 
statements; is it not reasonable to conclude that such 
a situation would lead to the development of a wage con- 
tract for railway employees according to which wages 
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would follow general conditions of prosperity? On two 
occasions since last December has the Division of Statis- 
tics and Accounts of the Interstate Commerce Commission 
been called upon to investigate statements touching the 
propriety of reducing the wage scale for railway em- 
ployees, and it was this fact that suggested the possible 
development outlined above. Such a purpose was not, 
of course, within the intent of Congress, but it shows 
more clearly than any extended argument that the 
twentieth section of the Act to regulate Commerce con- 
tains possibilities which, in their natural unfolding, may 
affect fundamental adjustments in the organization of in- 
dustrial affairs. 

Fourth. In what has thus far been said, frequent use 
has been made of the phrase "administrative supervision," 
— a phrase which leads to a consideration of the fourth and 
possibly the most fundamental of the tendencies involved 
in the successful administration of the twentieth section 
of the Act to regulate Commerce. That the business of 
transportation is a business "affected with a public 
interest," and for that reason may properly be subjected 
to governmental control, is no longer open to serious 
question. The problem relates exclusively to the manner 
in which that control should be exercised. Up to the 
present time, if one may judge by the laws which have 
approved themselves to Federal and State legislatures, 
the idea seems to have been that all of the rules of con- 
duct pertaining to the carriers should be expressed in 
formal legislation, and that the enforcement of these rules 
should rest with the courts or with commissions so con- 
stituted as to make it necessary for them to follow judicial 
or semijudicial methods of procedure. The influence 
exerted by judicial determination and review, in so far 
as it bears on the conditions under which the business of 
transportation is carried on, is limited to decisions or 
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opinions rendered in causes tried or complaints answered. 
It is strange to me that any student of the transportation 
problem should not see that an influence so restricted 
must fail to meet the requirements of the situation. Not 
only must the issues thus raised be confined to cases of 
flagrant abuse or special gravity, but, from the nature of 
the authority exercised, neither the courts nor commissions 
can enter upon a consideration of these issues in a broad 
and comprehensive manner. Any approach to the 
problem of railway control from the comprehensive point 
of view involves the exercise of administrative juris- 
diction. It is upon this domain of influence that the 
Federal Government entered when Congress conferred 
upon the Interstate Commerce Commission adequate 
power to prescribe and supervise railway accounts. This, 
as it appears to me, is something new in the political 
organization of our country, and is of interest, not alone 
because of what it may accomplish in the direction of 
supervision over railway management, but because of 
the influence it may exert as a model for similar control 
in other fields of industry in which the principle of com- 
petition fails to work its normal results. 

I cannot better explain the meaning of this new point 
of view than by referring to one feature of the order of 
the Interstate Commerce Commission promulgating the 
standard system of accounts. The prescribed rules are 
found in the classifications already mentioned, as, for 
example, the Classification of Operating Expenses, the 
Classification of Operating Revenues, the Classification 
of Additions and Betterments, and the like. The order 
under which these rules are made obligatory on the carriers 
prescribes that the chief accounting officers of the respec- 
tive carriers shall be held personally responsible for the 
application of the rules. The practical effect of this order 
is twofold. In the first place it recognizes that the relation 
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which, under the law, exists between the carrier and the 
Federal Government, is the relation of an agent to his 
principal, thus giving a practical and effective expression 
to the claim that the business of transportation is a busi- 
ness "affected with a public interest." In the second 
place this order assumes, in effect, that the chief account- 
ing officers of carriers are, so far as accounts are concerned, 
representatives of the Interstate Commerce Commission 
for the execution of the law. The situation is as thp the 
accounting officers were directly in the employ of the Fed- 
eral Government, and, as such, obliged to accept instruc- 
tions with regard to accounting matters, not from supe- 
rior officers of the corporations, but from the government. 
This may be a bald way of stating the situation, but it will 
serve to show that this twentieth section, as it is being 
administered by the Interstate Commerce Commission, 
gives expression to a new principle in the governmental 
control of transportation agencies. It is believed that the 
result of this principle, if worked to its logical conclusion, 
will be toward the restoration of those conditions in 
which the old common-law principle of competition can 
exercise its normal influence over the great body of 
industrial transactions. The development of administra- 
tive supervision will, in my opinion, tend to restore the 
balance between the judiciary and the executive, and 
should give encouragement to those who have in the past 
looked with solicitude upon the activities of the courts 
over matters which in their nature are of an administra- 
tive character. This is too broad a subject for cursory 
discussion. I have perhaps said enough to explain the 
point at issue. If, as has been claimed by students of po- 
litical science, government in this country is embarrassed 
when dealing with public service industries, because there 
is no adequate means for the exercise of administrative 
discretion, the interpretation here placed upon the twenti- 
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eth section of the Act to regulate Commerce shows this 
section to be one of the most important Congressional 
acts of recent years. 

It was my good fortune to have been a pupil of the 
Hon. Thomas M. Cooley, first chairman of the Interstate 
Commerce Commission, and to have been associated 
with him in the early days of the Commission. It will 
be remembered that in those early days a good deal was 
said about the constitutionality of the Act to regulate 
Commerce because of the uncertainty which existed 
relative to the political character of the newly created 
body. In the course of a conversation on this general 
question, I remember asking Judge Cooley whether the 
Interstate Commerce Commission belonged to the execu- 
tive or to the judicial branch of the government, and 
the only satisfaction that I gained by the reply was the 
observation that the question submitted raised a very 
interesting point of constitutional law. As I look back 
upon this conversation from the vantage-ground gained 
by the development of industrial, political, and juridical 
principles since 1887, I can understand now, as I could 
not then, how my question must have appeared to the 
clear, analytic mind of the first chairman of the Interstate 
Commerce Commission. He appreciated that the prob- 
lem of railway control was one with which the juridical 
principles at hand were not quite consistent; he appre- 
ciated, too, that industrial integration had not gone far 
enough to enable the Commission to exercise satisfactorily 
administrative supervision; it is possible, also, that he 
appreciated that in 1887 the principle of administrative 
supervision was so strange a principle to the American 
people that it would have been useless to advocate 
it as a means for the exercise of governmental control. 
It was natural, therefore, that one intrusted with the 
responsibility of making the original law effective should 
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decline to discuss a question which involved the recog- 
nition of a principle that was incapable of applica- 
tion in view of the industrial conditions of the time and 
the attitude of mind then entertained by the American 
people. 

Since 1887 decided changes have taken place in the 
ideas with which the people of this country are familiar, 
and advocacy of a formal separation of the judicial and 
the administrative functions involved in the problem 
of railway control is the occasion of no surprise. The 
Esch-Townsend Bill passed by the House of Representa- 
tives in 1905 made provision for a court of transportation. 
More recently, Commissioner Prouty, now serving his 
third term as a member of the Interstate Commerce Com- 
mission, suggested in an address before the American Bar 
Association that there should be a formal separation be- 
tween the judicial and the administrative duties conferred 
by law. It is with no desire to discuss the propriety of 
such a separation that reference is made to this proposal 
for a reorganization of the Interstate Commerce Commis- 
sion, but rather to support, by well-defined expressions, 
the claim that the problem of governmental control over 
railways involves the exercise of two more or less distinct 
altho complementary lines of influence. The interest 
which students of this problem have in an analysis of the 
twentieth section of the Act to regulate Commerce centers 
in the fact that this section provides a means for at least 
a partial realization of the principle of supervisory ad- 
ministration. It is what this section means for the future, 
should its true significance be recognized, that should 
claim the attention of the student of political science. 

Henry C. Adams. 



